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REAL ESTATE IN 1953 


NE man, commenting on annual business forecasts, says that the great 
C) majority of prognosticators always say, “We ’ll have more of the same. ” 

There is considerable truth in this characterization. The general public 
always believes that what is, will continue. This attitude is probably the result 
of mental laziness, but regardless of this fact, there is always a greater proba- 
bility that an existing trend will continue in the period immediately ahead than that 
it will change its direction. The Dow theory of stock market operations is based on 
this fact. Any trend in the market, according to the Dow theory, is assumed to be 
continuing until the market itself has clearly proven that a change in trend has taken 
place. For this reason the man who says, “We ’ll have more of the same” has a far 
greater chance of being right thanthe one who believes that the trends are changing. 


Since the election in November, there has been a tremendous upward surge 
in public confidence. Those who were pessimistic on the future of free enter- 
prise now feel that the reaction from socialistic policies has started with consid- 
erable public support. The action of the stock market since the election is an in- 
dication that the investing public feels that a share in the ownership of American 
industry is worth more than it felt it was worth a few months ago. 


There can be no doubt that psychological attitudes on the part of the people 
are responsible for most economic trends. In the short swing, it makes very 
little difference whether the public is right or wrong; if enough people adhere to 
an opinion, that opinion, at least for a while, controls the market. 


There are, undoubtedly, considerable grounds for optimism. During the 
next 4 years we are assured of a conservative administration, placing great 
weight on the advice of successful business executives. The “antibusiness groups” 
will get little consideration in the formulation of plans. Everything possible will be 
done to help business maintain a high volume and, therefore, the high standards of 
living to which we alone of all peoples in the world have become accustomed. 
Another reason for optimism in 1953 is the support which will be given the economy 
by arms production. During 1953, the Federal government will spend from $55 to 
$60 billion on total security purchases. This will be a considerable increase over 
approximately $50 billion in 1952, and approximately $38 billion in 1951. Nineteen 
fifty-four will probably equal 1953 in expenditures of this sort, with 1955 probably 
dropping to the 1952 level. It seems that any collapse in business in 1953 is im- 
probable. 


Copyright 1953-by ROY WENZLICK & CO. -scint Lovis 1 
REAL ESTATE ECONOMISTS, APPRAISERS AND COUNSELORS 




















SE, Of, 
ITT] TTTTy Ttrry 


| | Ov - 


Se, 





Oe- 





IWWYON 


Od + 
NISNODSIM 
NVOIHDIW + 
SIONINI! ve 
YNVIGNI 09 + 
OIHO 


jejue) \Sej—°" 


Lipvitipr ity syjeo’ 








TTT To 











O06! 0681 
09 - 
Ov- 
iO? - 
TWWYON 


3 




















ptr 


jOe + 


| VINVATASNNGd lopy+ 
VMVI3I0 il 
WIOA M3N 
| A3SU3r MIN 09+ 


HURRY 8IPPIW —”’ 
Lidindivelicdad Lit 


| Litt nila 

















oe SESS SEU STRESS eee ene 

















OS, SY __o% SE, Er Se _—& : a ——_ | _0681 
‘ie TTT] TT _ + T aan , y TIo9 - 
10” - 
—Od- 
— TWWYON 

GNV1SI 3GOHY ; Oz + 
INDILDINNOD 
SLLISNHDVSSVW Ov+ 
JIHSdWVH MIN 
INOW&3A O9 + 
| |  aNivw 
puejsuj MeN —°°" 
Litittitit 


ro 


| 
| 
} 
| 
| 


TTT TT TIT 
t 














poset ta pi dy | 


€$61 - ‘OD B XONZN3IM AOS - LHORAdOD 


ALIALOW ALWLSI WY JO SNYILLWd TWNOI9SY 


























TWWYON 
02+ 
Ovt 
O9+ 


00! 























SVX31 
YWOHV1NO 
SVSNY UV 
YNVISINO} 


SSCRRSEE| 





JSOMU}NOS 


o9 + 
oer 
OOl* 


Lit tijiit | 








O68! 




















ITTV TTT 























pt 





Ly —799- 
—lor- 
02- 





varol > O'NOLONIHSVM 
iddISSISSIW YNITOYVD HLNOS 
vidso3I9 VYNITO8VD HLYON 
vwveviv VINIOBIA 
33SS3NNIL VINIDUIA LS3M 
ONVIAUVW AXDNLNIN 


unos 


oe oe ate 














3 
a 





Og+ 


ad 














rT TTT 




















| ’ } } } j 


VLONVG HLNOS 

SVSNYN VWLOSINNIW 
VSVaGIN YMO! 
VLONVA HLYON lNOSSIW 


eua) ISAM 
eet Bees 


09- 
Or- 
Oer 
TWWYON 
02+ 
Ov+ 
O9+ 
408+ 


OOl+ 











£61 - OD B ADITZNIM AOU ~ LHOWAdOD 


ALIALOW 3LVLS3 TW3Y 40 SNYFLLVd IWNOI9IY 























3949 Annoy 9}e]Sj |eay euONeN 


Lip e tr ttt tr t try tip tt 














006 | 


| 











NOLONIHSYM 
iNO93FO 
VINYOSITVD 

















8e0) 188M 


So _068! 


VNOZI8V 
ODIXIW MIN 
oOavso10> 
VOVA3IN 


UIEJUNOW - 


| | 
Liitiy ii p ty tittiys 


€$61 - OD BF XONZNIM AOS ~ LHOIWAdOD 


ALIALLOW SLVLSI WW3Y 40 SNYILLWd TWNOI9IY 





























REAL ESTATE ACTIVITY 


The table immediately below shows the number of transfers and the number 
of new dwelling units constructed in nonfarm areas of the United States for se- 
lected years in the past and for the first 11 months of 1951 and 1952. 


NUMBER OF TRANSFERS AND NUMBER OF NEW DWELLING UNITS 
CONSTRUCTED IN NONFARM AREAS OF THE UNITED STATES 


Real estate 


Year transfers 


1913 
1926 
1933 
1945 
1946 
1947 
1948 
1949 
1950 
1951 


2, 249, 700 
3, 533, 100 
1, 664, 800 
3, 909, 600 
5, 289, 500 
4, 509, 700 
4,195, 600 
3, 788, 400 
4, 530, 700 
4, 344, 400 


lst 11 months: 
1951 
1952 


3, 991, 000 
4, 085, 000 


The 12 months of 1952 will prob- 
ably total 4, 450, 000 real estate trans- 
fers. I believe that in 1953, real estate 
transfers in nonfarm areas might drop 
to 4,100,000, an 8% drop. Our long 
real estate activity index is adjusted for 
changes in the number of families, and 
since there will be more families in the 
urban areas of the United States in 1953 
than there were in 1952, the drop in ac- 
tivity on our index will be greater than 
the drop in the number of transfers. At 
present, real estate activity is running 
14% above normal, and if I amcorrect in 
my guess, 1953 will average 6% above 
normal. The preceding three pages show 
the real estate activity index for each of 
the various sections of the UnitedStates 
and for the country as a whole. 


Dwelling units 
constructed 


Dwelling units 
as % of transfers 


455, 000 20. 
849, 000 24. 
93, 000 5. 
209, 300 5 
670, 500 
849, 000 
931, 600 
1, 025, 100 
1, 396, 000 
1, 091, 300 


22 
03 
59 
. 35 
12. 68 
18. 83 
22.20 
27.06 
30.81 
23.50 


1, 030, 500 
1, 052, 500 


24. 
25. 


02 
76 


‘WHOLESALE COMMODITY PRICES 
IN THREE WAR PERIODS 


1947 1948 1949 
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ied policy: During the e NL)... BUILDING MATERIAL PRICES 
past 9 years, realestate activity has | /. IN THREE WAR PERIODS 


been unusually high. During this pe- 
riod, a desirable piece of real estate 
could easily be liquidated without mak- 
ing a special price concession. Inmy 
opinion, we are drawing to the close of 
this period. I believe that it willbe 
more and more difficult tofind a ready 
market for the average piece of real 
estate, and the difficulty of disposal at 
a reasonable price will increase on 
below-average pieces. If undesirable 
properties have not been liquidated at 
the present time, I would suggest that 
they be liquidated as soon as possible, 
asI think that these properties will not 
fare very well in the period ahead. 


204/ 


On the other hand, I am not advising the liquidation of first-class, well-located 
pieces of real estate, provided that these properties are held with very substantial 
equities. It seems to me that this is a good time to hold a small amount of good 
real estate free and clear rather than a large amount with heavy mortgages. It 
also would seem reasonable that liquidity of real estate will decrease constantly 


with only minor interruptions for a period of possibly 4 or 5 years. 


INFLATION 


A year ago in our forecast issue, I said that the changes in the general price 
level during 1952 would be relatively slight, without any great changes up or down 
in the cost of living. Wholesale commodities have dropped slightly during the 
year, but with a relatively minor change. In spite of our war expenditures, I am 
of the opinion that in 1953 there is a greater probability of a further slight drop in 
the general price level than there is of arise. In other words, it seems to me 
that money will continue to increase in value from the standpoint of its purchasing 
power for wholesale commodities. Insofar as the purchasing of goods and services 
is concerned, it seems to me that there will be relatively little change in the 
present level. 


Hand-to-mouth buying during 1953 will probably prove to 
be the better policy on almost all items. 


BUILDING COSTS 


The table opposite shows the construction costs in dollars and on an index 
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basis of seven standard buildings, using the cost in 1939 as a base. The figures 
for 1951 are given by quarters, the figures for 1952 by months. It will be noticed 
that the changes during 1952 have been slight. This is in accordance with my 
forecast of a year ago, in which I said that the cost of building a typical residen- 
tial building in most parts of the United States would show no great change in 
1952. I would guess that in 1953, construction costs are more apt to have a slight 
drop from their present levels than a slight rise. It seems to me that any major 
movement, either up or down, during the year is quite improbable. 


Recommended policy: A conservative policy should be followed by retail lum- 
ber yards and by builders. Inventories should be kept at a reasonable level. 
Heavy inventories during 1953 and 1954 might show some loss, as it seems more 
probable that wholesale lumber prices might decline than that they might advance. 


REAL ESTATE MORTGAGES AND INTEREST RATES 


During 1952 the number of dwelling units constructed ran approximately one- 
fourth of the number of real estate transfers in urban communities. This is 
quite a change over 1945, when new dwelling units constructed represented only 
about one-twentieth as much as the number of real estate transfers. In 1945 and 
in prior years, a great part of the mortgage financing was refinancing of existing 
buildings. Relatively little of it at that time consisted of the financing of new 
construction. During 1952, new construction absorbed a great deal of mortgage 
money, and will again in 1953. Total mortgage financing, in my opinion, in 


1953 will be only very slightly below 1952. 


I think it probable that the allowable interest rate on VA loans will be in- 
creased this spring by one-half of one percent, and if it is, this should stimulate 
the mortgage and the real estate businesses. It seems contrary to reason to 
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L REAL ESTATE MORTGAGES AND FORECLOSURE ACTIVITY 
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argue that an increase in an interest rate will increase the volume of borrowing, 
but the present VA rate is so low that most financial institutions do not feel justified 
in investing clients’ funds in mortgages which, because of the low interest rate, 
are worth less than par on resale. There is a demand for VA loans on the part 
of veterans who would like to buy or build, but the supply of VA money at present 
interest rates is very tight. 


I think also that the allowable interest on an FHA loan should be increased. 
Because of the interest rate limitations, there has been a decided trend during 
the past few years back toward conventional financing. From the standpoint of 
the FHA, this might be a good thing, as undoubtedly the loans that are being made 
now carry greater risk than the loans which were made when the price trends 
in the market were definitely up. From the standpoint, however, of the mortgage 
lender, the greater risk involved at the present time would make it seem advisable 
to have a more sizable percentage of insured loans in his portfolio than he had 
during the period when the risk was light. 


| led policy: The period in which a mortgage loan department could be 
run with very little worry and risk is past. In today’s market, each loan should 
be carefully weighed on its merits. The wise course is to provide for an accel- 
erated pay-off during the initial part of the loan. Scrutinize particularly the 
lending of money on new multifamily buildings, built at today’s high cost. It 


seems to me that many of these will not prove out over a period of years as 
sound investments. 


FORECLOSURES 


Foreclosures hit their lowest level in 1946 at 2.6 foreclosures per month 
per 100, 000 families. By March of 1950, they had increased to 7.3. Shortly 
after this, however, the inflationary effects of the Korean situation were begin- 
ning to be felt, and as construction costs started rising again, values of existing 
buildings went up, the percentage of existing mortgages to the values went down, 
and the foreclosure rate dropped. During 1952, there has been practically no 
change in the foreclosure rate. it has varied from 5.0 to 5.4. It is currently 
running at 5.1. 


So long as construction costs do not undergo any marked drop, foreclosures 
will not rise by any appreciable percentage. A real rise in foreclosure rates 
is still probably some distance in the future. 
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OFFICE BUILDINGS 


Office building vacancy is still 
at a very low level, averaging about 
2% in the principal buildings in the 
big cities in the United States. About 
7%, however, of the office space in 
the United Statesis occupied by agen- 
cies of the government. Shouldthere 
be a sizable contraction in the use 
by the Federal government of local 
office space, vacancy couldincrease 
by 1 or 2% inarelatively shorttime. 


















































It is still uneconomic to build a : lI ae GOVERNMENT 
large building, but in some of our F | [ ania 
bigger cities some office building ee a ee ) 
construction is going forward. Be- 
fore financing new construction at 
today’s high cost, it is well to ponder the report of the New York Real Estate 
Board, that in a period of 22 years, 330 buildings on Manhattan Island paid $80 
million in real estate taxes on vacant space. 
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| policy: Existing office buildings that are well located are still 
considered a prime investment, but new office buildings, built at today’s high 
cost, are hazardous, particularly if heavily financed. 


NEW CONSTRUCTION 


The chart on page 10 shows the dollar volume of private residential and com- 
mercial construction from 1935 to the present, with our estimate for 1953. The 
chart on page 12 shows the dollar volume of all new construction in the United 
States from 1915-through 1952, with our estimate for 1953. 


In my opinion, we will start 975, 000 dwelling units in 1953, in contrast with 
roughly 1,100,000 in 1952. This represents a drop of approximately’13%. 


I expect commercial construction to be up approximately 25%; industrial con- 
struction to be down 25%; educational construction up 6%; private hospitals up 10% 
(public hospital construction will be down sharply, as construction of veterans’ 
hospitals is practically completed); public construction up 6%; churches and other 
religious construction up 10%; social and recreational up 25%; and miscellaneous 
nonresidential down 10%. In dollar volume I expect all construction to be ap- 
proximately equal to 1952, varying by probably 1%. 


| policy: It is going to be more difficult to sell new houses in 
1953 than it has been in 1952. The real shortage in most communities no longer 
exists, and in some communities a slight surplus is starting to develop. Do not 
build or finance large inventories of unsold houses unless the community is one 
in which real shortages still exist. 

















REAL ESTATE TAXES 


The chart below shows the average real estate tax load per family in the urban 
areas of the United States. It will be noticed that the average real estate tax has 
been increasing since 1944, and is now at a new all-time high of $182.62 per 
family. The rise during the last year has been quite pronounced. It will rise 
again during 1953, as most cities are operating at deficits due to the inflationary 
rise in costs. The increase in the number of school children which is now putting 
a new load on school systems will also tend toward increasing the tax load in many 
communities. 


Recommended policy: It is inevitable that the average real estate tax load 
will increase, but the tax load should be as evenly distributed as possible. In 
many cities, assessments are badly out of alignment, with one property owner 
carrying more than his share of taxes, and another less than his share. 
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AVERAGE (MEDIAN) TAX PER FAMILY IN THE U.S. 
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PURCHASING POWER OF THE DOLLAR 


The chart at the top of the opposite page shows the purchasing power of the 
dollar from 1850 to the present. On this chart the purchasing power for the aver- 
age of the years 1935 to 1939 is considered 100. Onthis basis, it will be noticed 
that purchasing power of the dollar has been declining quite steadily from 1933 to 
the present, with only minor interruptions. It is my opinion that in 1953, the 
purchasing power of the dollar will increase slightly and that this increase will 
continue during the next 3 or 4 years. This will be followed by a period in which 























1935 - 1939 = 100 
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PURCHASING POWER OF DOLLAR 
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the purchasing power of the dollar will again decrease, reaching a new low some 
time in the sixties. 


Since most investments eventually reach their level in relationship to the pur- 
chasing power of money, if this guess on the future purchasing power is correct, 
real estate values after a period of readjustment will reach higher levels some 
time in the sixties than the levels of today. 


i policy: In view of the general outlook on the value of the dollar, 


I believe that liabilities should be paid off and that good tangible properties should 
be held as free of obligation as possible during the period of readjustment, which I 
think will occur some time between now and 1957. When this period of readjust- 
ment is over, these clear properties should again be mortgaged, and the addi- 
tional money should be invested at that time in equities of other well-selected 
properties. 


FARM LANDS 


The principal factor which determines the selling price of farm lands is the 
amount which the farm canearn. This, in turn, is dependent on two factors - the 
cash income from farm marketings, and the cost of operation. 


The chart on the back page shows the cash income from farm marketings by 
types of crops. The recovery in most of these lines since the beginning of the 
Korean War shows why farm lands have continued to advance in price. Some of 
these lines have turned, with the outlook for some further weakening in 1953. Any 
changes in farm land prices in 1953 will be slight, with the probability that for 
some crop lands the movement will be down. 
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